. By. ROBERT E. GRAHAM, JR. and JACQUELIN BAUMAN

Corporate Pm[its and Natmnal Output

Profits Decline Relative to Output in Pistwar l'arlnd
- Depreciation Allewances Show Sharp Rise

CORNMTE profits hefore taxes

wera At an annual rate of 350% billion
in the first six months of 1962, well
above the toial for ihe preceding year
though off alightly from the $51 billion
flow recorded in the final quarter of
1961. When the profits estimaies for
tha ecurrent period sze adjnsted to
yeflaci the Tressury Department’s 1962
liberglization of depreciation sllow-
ances, it iz expected that the firet half
figures will -be lowered substantially.
This article reviews the trend in

corporateé profits over the postwar .

period; discusses tha effect on corporate
profita and national income of the most
recent change in regulations goveruing
depreciation allowances; amays the
mmpact of other changes of a similar
natare that have ogeurred during the
postwar period; and presents & gQuar-
ivfy measure of corporaie gross produch
to provide & eeries for use in soalyzing
chonges in  corporate oudlput end
Earnings of corporstions are meas-
wed net of charges for depreciation of
plant and egquipment. . Depreciation
mensures the wear and tearand obsclescence
of fixed capital and is based on aceount-
ing practices used for tax purposes.
Sinca ‘World War IT, laws and regula-
{ions governing ihe computation of
depreciation write-offs have been changed
teveral times as & result of the ne-
cumylation of experience regarding
ihe kife of capital assets, and as opinions
changed as to the ﬁmper timing of
depregiation allownnees. Each sush
change in procedure has introduced a
new slement iato the messurement of
corporate profits for national income
Purposes, '
Hitherto, the generally moderste
inereases in depraciation stemming from
inx changes have been obseured by
the lopp-term upirend in deprecistion

allowancés associated with a steadily
expanding stock of capiisl and the
replacement of prewar equipment By
new snd mors costly items.
becavse enrlier changes in the rulss of
depreciation applied only ic capital
purchased after the lberslization of
procedures, and the effects {harefore
showed wp gradually.,
New depreciation rules

Tressury provisions designed to per-
mit more realistic depreciation, and
which became effective in mid-1962,
are applicable to all existing capital.

This wag -

l.luﬁrtquy Estimates of Corporate Gross Product Depiet Postwar Changes

They may result in an ineresse of as
mach a2 $2 billion to &3 billion in- de-
preciation in 1962, with a corresponding
decline in corporate profits on this
account. This latest change in proce-
dures, together with the accelerated
amortization. anthorized in World War
IT and agoin in the Korean crisis, and
the Iarger deprecintion allownnces stam-
ming {rom the Internal Revenue Act
of 1954, will vield a corporaie profits
total in 1962 sbout $6-7 billion lower .
than would have been the case had
these legal changes not ocewrred.  These
developmenia have made the evalus-
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Table 1.—Charges to Account of Corpotute Business, 1047-621
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ijon. of movements in corpornte profits
mnost: difficult because of the entangle-
ment of economic and legal aspects.

Here, it may be noted that the
extent of the current increase in de-
preciation, nod the reduction in profits
resulting therefrom, iz quiie speculative
beenuse of the lack of comprehepsive
reports since the effective date of the
new regulations. Indeed, some com-
panies bave probably not yet made n
fionl decision regarding vse of the new
depreciation puidslines. - The $2-3 bil-
lion ranges uzed is bazed oh on assess-
ment of sorporate potentials rather than
on reported dats or tax records.

Depreciation and profits

"A brief réaumé of changes in the laws
relaling to depreciation will pive per-
spective to the more recent develop-
mant, Buosinesz  expenditures  for
plents, machinery, and equipment can-
not, as A general rule, be wriitan oiff
fully as an expenze of any one Year's
gperations. Inetead, each vear's busi-
ness is charged with o portion of the
capital expense until the entire eost,
lezs salvage value, has been deduncted.

Total deprecintion chargeabla agninst
a capital amet is fired, but modifica.
tiona in law or by administrative action
may bhave an important effect on the
timing of deductions. The prononncad
libershizations of depreciation intro-
duced in 1954 and apain in 1942 will
effect an indefinite postponement of
some taxes as long as capitel outlays
INCreass.,

Prior to 1034, taxpayers generally
bixed their own periods for writing off
capital nasets, unlesa the (ihen) Purean
of Internal Revenue showed their
choices to be unressonable.  From 1934
on, the burden of proof as to the correct-
ness of o deduction was on the taxpayer,
And i 1842, the Burenu issned Bulletin
F which apecfied for many types of
nachinery and aguipment the length
of Lifs to be uwsed in caleulating de-
previngzon. Individusl compantes were
permitted to use variations detarmined
from expariance factors.

Temporary departures from this gen-
eral poliey occurred whan accelerated
amortization of defense facilities was
authorized in 1940 and agniv in 1950.
Such facilities could be written off in
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5 years on & sizaiphi line basis, regard-
lezs of their customary length of nseful
Life. This rapid writeoff was available
for only that part of the cost which was
cerfified as necessary to national de-
fense. Many capital assets qualifying
fox this accelernted amortization have
gincs been completaly deprecisted and
the impacé of thess programs on Te-
portad depreciation is negative at the
present {ime, That is, although de-
precistion on many defenss facilitios is
now geio, the facilities continue to
contribute to production, and tolal
depreviption charges on this aceount are
less than they would otherwice he.

‘Until 1954, depreciation was gener-
ally calculated on w straight line basis.
That iz, the annual deprecistion allow-
nnee ON A capital item was computed by
dividing the cost of the item by the
number of yesrs of jts useful life, with
the annual dollar depreciation the same
in all years. :

Changes in. 1954 and JO62

The Internal Revenue Code of 1954
autharized the use of 2 slternstive
methods of caleulating depreciation.
The double declining balance method
permitz a high anoual rate of deprecie-
tion to be wsed—currently, the rate is
double that employed in straight line
depreciation—but this rate is applied to
only the uwndepreciated portion each
yesr. :

The second method 33 known as
the sum-of-the-yenrs-digits. Thader this
method, annual depreciation is calsn-
lated by applying io the assel’s cost &
fraction which is reduced each year.
Tha fraction is determined as the rato
of the number of yeas of useful Lifs re-
maioing 0 the ssset fo the sum of the
digits in the original total useful life.
For an asset with o §-year life, the de-
pominator would be 54+4+3+2}1=
15, In the first half of an asset's life
the siraight-tine methed writes off one-
half of its cost; the double declining
balance method writes off approxi-
mately Swo-thirds; while the sum-of-
the-yenrs-digits method writes off ahoyt
threa-fouribs.

The rew deprecintion procedure, of-
fective for income tax returns filed on
or after July 12, 1962, permits sunhatan-
tial reductions in the length of depre-
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ciable lives of machinery and equipment
used by industry and allows greater
flexibility in the rate at which equip-
ment may be written off. Az noted,
the full-year affect of the use of the new
procedures, at 1962 levels, may amount
t0 a $2 Gilbon to $2 bilion increase
in corporate deprecistion deductions
claimed by industry. The counierpart
of these higher depreciation charges will
be a reduction in taxes of about half as
much.

Comprehensive data reflecting these
changes will not becomse available unti
tax returns filad subsequent to mid-1962
have besn tabulated by the Imternal
Kovenue Sarviea—probably in early
1964 .

Problem of Current Profits Measure

Singe national ingoma is measurad on
an accrual bagis and the gnarterly
profits estimnates are tief to annoal
corparation tax retorns filed with the
Internal Revenue Service, the quarterly
profits and national income estimates
will reflect retrorctively as far back as
tha third quarter of 1961 the higher
levels of depreciation and lower profits.
However, no empirical estimates of the
extra depreciation to be claimed sre ns
yoi available. Moreover, company re-
ports for the first and second guarters
of this vear did not, of colrse, teflect
the new depreciation ntes which were
not authorized until July, nor do the
nationsal accounts.

Some corporatlons may intreduce
the adjustent fnto their third quarter
reports; others will include it in their
annual report; some will probably not
adopt the new procedures. FPractice,
doubiless, will vary widely in this
respect. In any event, there will be
considerable uncertainty in the qusrter-
to-guarier estimates of corporats profits
for zomo time (o come—untdl the new
procedutee have been in effect long
enough for the movement in corpornte
profita to be established on » com-
parable basis, nnd unkil data bave
become wvailable by which current’
tendencies can be mesanred uoder the
new rules.

Megowhile, the Office of Business
Economies will prepars estimates of
corporate esrnings before dapreciniion
allowances. From thesa will be de-
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dacted estimates of depreciation which
will represent an. axtension of the
presently published depreciation sevies
befors- the 1962 liberalization. When
the data necessary to measure depre-
eintion, as defined in tha 1962 tax laws,
have been ssambled, we shall use such
data to comstruct & nhew series which
will Teflect the impact of changes in
Treasnry regulations.

A saries measuring the trae aconomis
depreciation of the MNaiien's eapital
stock wonld ba desivable so that the
national income agpregata wounld not
be inflnenced directly by changea in
the laws and regpnlations goveraing
depreciation. But the davelopment of
such & geries, controversial in concept
and difficalt of execution, remaine in
the future. ~Accordingly, it seems ap-
propriate &0 inroduce a broader mans-
ure of aconomic output that, though it
does not “solve” the problem, ia
independent of changes in dapreciation.

his meagure i3 corporate gross prod-
uet, which iz the corporate segment of
the gross natonal aceonnb?

Corporate gross product is a usaful

SURVEY OF CURBENT EBUSINESS

tool lor analyziog corporate operstions.
It furnishes » mesns for evaluating tha
place of depreciation and indirect
husineas taxss, a8 well ss the various
factor costs, in the corporats ovat
gtrcture, and for relasting them to
profite. It 15 mewe comprehensive than
is incoma origivating, snd provides a
Broader base againat whiok changas in
vosts and in profits, either gross or
net: of depreciation, can .be me:a.nmg—
folly comparad.

Meoaswre of corporate grass product

Corporate gross product consists of
ths contribution of corporations to the
market value of the output of poods
and services produced by the dowmestic
economy. Ib i computed as the aum
of compensation of eorporate employ-
aes, net interest paid by corporstions,
eorporate esrmings befors taxes (these
components meke np ncome oignads
iny in corporaiions), indirect hHusiness
tares, capital consuraption allowanses,
and business transfer payments less
subsidies paid corporations by
government.

Tahke 3, —Charges to Acxount of Corpoeate Business, Selected Perlods
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The profits component of npationa)
income and of corporete gross produce,
shown io line 11, table 1, iv messured
before deduction of ncome taxes or
deplation. Tt is adjusted to take out
goins.and loasea arising From changes in
replacoment costs of inventories as wel|
aa other sapitel gaine and losses, since
these resuli from price - phenomena
rather than from production.

The profita totals used excinde pro-
fits received by U.B. corporations from
their foreign branches mod from. their
investments abroad. This last execlu-
sion smiounts o approximately $2% bil-
hon crerently.

i , the profits total for the
first half of 1962 disgeusged in the follow.
ing sactions and shown in the aceompany-
ing tables amownts to $48.1 - billion,
mstead of the $50% hillion sggregate
noted in the opeving paragraphs, The
lerger fipure, which includes corporate
profita originating eutsida the Tnited
States, i= a component of total oross
national predoct, whereas the $48.1
hillion figurs Telates to corporode gross
product originating within the donestic
2conomy.

Those familiar with the vsuszl com-
parisions of corporate profits as a per-
centage of national output wil note
that profits are s substantially smaller
praportion of corporate gross preduct
ithan of corporate national income. This
difference reflects the inclusion of capiiel
consumption sllowances and indivect
business taxss in the product messare
and their exclesion from the. income
aggregate. Compensation of employees
and net Interest, the other inecome
shares, pre affected in the same maxiner
a5 are sorporate profita by the subséi-
tution of gross product for mnetional
jncoms ss the denominator, .

Tabls 1 precents the asat abraeturs or
framawork of corporate business for the
period 1047 through the first hslf of
1982, Its compoesition will be discussed
ay the wvarious components sare
considered. '

Analysin confined to cyclical pocks

The well-kncwn tendency of corpo-
rate profits to Huctuete sharply with

1. Atrmoal ectivmbey of amrporsis prooe peodnst weme drac
proeamtsd (n B Tewlew of om porabe fratts fo thi shrly portwar
yeors 1o the Fumency 1630 Taue of the Surssy of Cwsnad

Byninaxt. The present report presimts 3 cotnpiniblk rerkes
an &k guartrs basiy,
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chenges in the level of business activity
may be seen in-the chart on page 1%
In this Teview, attention centers on the
longterm, basic changes in the shore of
production that aceries to capital in
the form of corporate earnings—rather
than on changes that veflact simply the
comxse of the business cycle. These
letier are best elminated by mressuring
profits over timé st comparable stages
of the ¢yele. For this, we have chosen
the high points of the several cycles
which are shown as shaded areas in the
chart.

Because short-run changes in the
corporete profite share are so pro-
pounced that small differsnces in tim-
ing with respect to cyclica! position may
influsace the observed secular trend,
tme zpans 6 months lonp—hroad
enough to mask random changes—hava
boan selactad to represent esch cyclical
peak. For brevity, the individual
periods will hereafter be referred to by
the veer in which thoy fall, ie., 1948,
1951, 1953, 1055, 1957, 1960, and 1063,
Tha velues for sack tina period have
been eonverted o aonual ratez by
multiplying all figures by 2.2

The choice of thess periods is nob
intended to suggest thet corporate
husiness was operating a6 the same level
of capocity in each. Indead, there is
evidence that compered to the early
postwar perigd, thera bas been con-
siderable excess capacity ai recent
cyelical pealks an complate recovery was
not achieved. The affect of this excess
capacity, or lack of demand, oo the
profits share iz considerad Inber in the
discussion.

Corporate Profits Decline
Relative to Output

The relation of corporate profite and
total corporata putput (corporata gross
producty at selected periods of high
economic activity are shown in table 2.
Earnings befors taxes rose from 5304
hillion in 1948 to an armual rate of $48
billion in early 1962. This increass of
almost three-fifthe in profits went along
with a more than doubling of corporate
gross product, Accordingly, the share

2. The profis paak o cokd- Jdiis mlbad botsu 20 Ik rellects
the spacid altustion mumuntieg the majer stesd stefee of
that thma Tt dokd oot emrociat o crclionl pastkn
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of total corporate output returned to
capital in ¢he form of profits declined
by one-fourth over the postwar years.
With tex liabilities dombling over this
span, after tax profits rose about one-
fourth, and the share of corperste eut-
put sccruing to capital after payment of
income taxes dropped two-fifthe.

The cowrse of the decline in the profits
share of output has been irregular.
From 1948 to0 1951, there waz a tempor-
wry Tise In earnings reletive to total
ontput.  From 1951 to 1057, the profita
share of tolal corporate output de-
clined sharply. Since 1957, this share
has ramoined roughly constant, though
well below parlier highs.

Types of change in profit ratios
Chapges in the oversll profit ratio
may originate in shifts in the distribn-
tion of factor incomes within individual
industries, or, they may reflect chanres
in the industrisl comnposition of incomea.
That ig, the shares of income going to
labhor and eapitad may change in one or
maore indosiries thereby canging a
change in the allindustry profitratio.
Or, there may be a shift in tha industrial
composition of output from high (Jow)
profit industries to low (high) profit
industries. Such a change in industry
mix could affect the overall profits rotie
even though profit mareing within
individual industries remained constant.
The impact of each type of change
on the profits was measured by first
holding the indus@y-mix constant snd
wllowing profit ratios to vary in accord-
ance with nctual developments. MNext,
profit ratios were held constant for
each industry and applied to actual
sales—because corporate rross product
is not avallable by industry, it was
necessary to use sales to teat the efeot
of changes in profit margins, In each
instance, tha computations were ruade
in sonsiderable industrisl detail. The
profits eggregate resuliing from each
of thess standardizations was then
sompared with actual profits, As &
check, the same standardization pro-
cadure was applied to profits nnd in-
eome origineting by industry. The
two procedures yielded similor resules.
The resulfts reveal that changes in
product-mix had comparatively little
¢ffect on movements in the overall
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profit ratio in most periods. From
148 to 1953, and again from 1957 to
1962, changes in industrial composition
tended to raise the ratic of profite to
corporate gross product by a . very
small amount. From 1953 to 1957,
industry shifts tended fo reduce oversll
profit margins semewhat.

Change in profli margins lerge

Over the course of the decade snd
a half, declines in profit ratics emong
dividual industries were widespread.
From 1248 to 1951, changss in industry
margins had a bolstering effect on the
overall profit ratie. This, together
with the fact that the largest increnses
in snles during thie period oeccurred
m ralatively *“high-profit” industries,
axpleinz the emall increase in the total
profits shara hetween 1948 and 1051

From 1951 to 1957, however, profit
ratios were off in almast evary industey,
and in most, the desline was substan-
tial. “Practically all of the contraction
ih profits as a perrant of corporata gross
product was cansed by declines im
profit. ratios for individual industries,

A further decline in indus@y profit
morging from 1957 to 1962 was partly
offeet by the more favorable mdustry-
wijx, and the ovarall profit ratio held
up rather well.

Induseriol shifis in praofit raties

From 190485 to data, the ratio of profits
before taxes to total income originating
in corporations (income originating is
used in the absence of corporate gross
product by ndustzies} declined ooe-
fiftth. The decline difered widely
among industries. In  construetion,
trade, and the services, profit ratios
declined zubstantially, es the scllers’
mérlet of the immediata postwar voars
rapidly siphoned off pent up consumer
demand.

The refurn of o more normal coin-
petitive sitnation in the world market
far raw materials forced a sharp cwt in
mining profit margins. A ateep decline
in profit margins vceurred in the {rens-
portation, field, whers the dominant
railrond industry lest ground to other
carriens in which the corporate form of
organization is less prevalent. In both
of these industrial groups, 2z well a5 in
trade and service industries, profits in



24

1962, measured as a percent of total
incormne originating, wera about half the
LME rate.

On the other hend, in communica-
tions and public utilitzes regulated rotes,
which were independent of mmurket
forces, had been held down s0 that pro-
ducers bad not benefited from the
immediate postwar wituation. Profit
meaxginsg in thess groups graduslly
advanced—rising by more than 50
percent frorn 1948 to 1962.

Earnings ratios held up well in the
finanece mduetry as intepest rafes moved

SURVEY OF CURRENT BUSINESS

up substentially over the postwar
period.  Manufacturing industries, ac-
counting for aboué helf of sll income
originating in corporations, showed de-
clines approximating the all-industry
figure of one-fifth, with po significant
relative difference between the durahble
and nondurable goods sectors in this
respect.

Source of Change in Profit

Margins

Attention ia turhed now to an exami-

nation of factors underlying changes

OVER THE POSTWAR PERIOD- o o
COMPENSATION OF EMPLOYEES HAS KEPT PACE WITH THE RISE IN PRODUCT; PROFITS HAVE LAGGED;
DEPRECIATION AND INDIRECT TAXES HAVE RISEN FASTER THAN CORPORATE OUTPUT '
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in the corporats profit margins. The
percentage <distribuilone- in table 3,
compuied from the figuree in table 2,
show relative changes in the cost
strncture of all corporations taken
together. :

Poelore examining the relative ahifts
in profits apd the vericus charges
nguinst gross product, arelated develop-
ment may be noted. This is the stril:-
ing stability in the apportionment of
total charges to corporste account

hetween sorporate gross produet {ome-
third) and intermediate purchases from

50

1937

125 |- °
100 - "
B e

S0 o

Py I

L-ER R



Nn-\nlmbﬂ'. 1932

pihet busmmam, .corporate snd non-

corporate, .of goods and services usad
in the productive process (two-thirds)..
This lattet mensure {ine 2, table 2)

is derived by aubh'a.ct.mg coTporats
gross product (line 3) from corporate
revenue (line 1).

Clorporate gross prudur.t. Papresdris
s consolidated account for nll ecorpora-
tions &nd there i= no duplication
ipvolved in the items in lines 4 through
11. Corporats revenne and intermedi-
ate purchnges, on the other hand,
eontain congiderable duplication e they
both inelude snles and purchases made
businesses im successive stages of the
production process®

Tabde 4. ~Charpey 1o Aveount of Corporats
Buoginegs

[Peroont chauge adlsnted poricods]
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1. Broludes prafita oclpinating I the rest of the workd.
Changes in corporaie costs

In copsidering {nctors in the relative
degline in corporate profite, attention
is directed to the left panel of the chart
on page 24 and $o0 the percentags dis-
tributions of charges agnirst corporate
groes product in table 3. These show
clenrly the lap in profits over the post-
war petiod. Corporate gross product
more than douvbled from 1048 to the
first half of 1062, while profits rose
threg-fifths. Accordingly, earnings fall
from 21 parcent of pross corporate
output in 1948, {0 8 littls less than 16
percent in 1962,

The smeller panels in the chart depice
the timing of the relative decling in
profita. From 1948 to 1851, corporate
entnings rose almost one-third, eom-

3 Iu the oot of intenmediste Purchases, K M) prchnn
Trka By goods and sarmives obishwed froo Domcorporate
bisines fthia woald apply to East Bem produets) i

vountsd, I purhass by ooe corparstion fnmn soolher,

iy porchese [rice les ChOrges Agniod ETOB Dioduet 1
eanied.
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pared. to & gein of o liftle more than
one-fourth in product. Over this span,
profits ne a residual share beoefited
from the. fuller uhilization of rescurces
resulting from military and  aivilian
demands that nmompanmd tha -out-
break of hostilities in Kores, and in
1950-51, they reached a postwar high
as n pmpurtciﬂn of total cutput.

Prafits share of ouiput decreases

From 1951 to 1957, corporate profits

rose 3 pergent, while corporate gross,
producs advanced more than one-third,
As B conseguence, the share of total
output necruing o capital in the form
of earnings fell one-fourth. Over the
next five years, the increaze in corporate
sarnings {17 percent) was mot much
lesz than the overall growth in oubput
{23 percent), and the share of profits
was down only & percent. The relative
decline in profits that has charecterized
the postwar period 29 a whole is thus
seen to be & produoct of the 1951 to
1957 period.

Employes compensation stable

In order to identify the factors ra-
latad to the profitz decline, the varions
charges that must be met are now
ponsidered. By far the largest of these
is compensation of employess,

Wages nhd 2alaries plus supplemen-
tary labor income (“fringa benefits')
account for just under two-thirds of
the total cost of tha naticnel vutpui—
s fraction thet has remained quite
copstant. Ower the postwar period, ex-
pansion in employee compensation par-
allelad that in total cutput. IProm 1948
to 1982, compensation ibcrensed 113 per-
cent, a rate of gain identical with thatin
corporate gross product. ' Inm the first
and last of the three periods considered,
the payrell component logeed slighily
behind other ¢oniz. From 1951 to 1957,
when the prefita “equeeze” developed,
the corpornte wage bill expanded = littla
more than did total output. Ower the
entire period, pains and losses offset,
leaving tha shars of employee compensa-
tion in 1962 the same as in 1948,

Net Interest o minor coxk

Tha third item of factor income, nes
intarest paid by corporations, has
expanded from $1/3 billion in the early
postwar yeays i0 31 billion cwrently.

25

In relative. terms. this eXpansion is
axceeded enly by that ir eapital con-
sraption allowances and. supplemen-
tary labor income. Owver this peried,
bowavar, the dollar volume of nat
interest originating in corporations has
Lesn 20 smnll that despite its rapid
growth, its share of corporste output
hes increasad from only 0.2 parcent to
0.3 percent.

Indirect business taxes risa

After employee compensation and
profits, Indirect business taxes, esgen-
tielly taxes on =ales and properiy,
account for the largest portion of cor-
porate grogs product. From $12% hil-
licn in 1948, they rose to & current
rate of §32 billion—an inerease of one-
fifth in importence in the corporeie
grozs product cost-price structure.

Most of the rise in indirech taxes is
associated with the growth of the econ-
omy. With sales in 1962 more than
doublse thoss in 1048, the yield from
excize taxes has risen substantially sim-
ply hecause of the increased volume
of buziness. As a further reflection of
the growth of the economy, there hns
been & great increase in plant and equip-
ment expenditures since World War J1.

DEPRECIATION AND PROATS AS A PERCENT -
- OF CORPORATE GROSS PRODUCT AT '
CYOUCAL PEAKS AMD W 1252
Both Comibdand Total and Prefiis Alona Decling

Parcent
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MROMTS PER UNIT OF REAL CORPORATE
OUTPUT-
Bemoin Hubl Whils Other Charges Apuine
Corporobd Grovis Prodtt Bite
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This bas expanded the property tax
base, snd hence, property tax payments,
appreciably.

In sddition to the factors whose ex-
pansion in line with output was to have
been expected, property tax rates have
risen snd Stete end loced govarnments
have been Temorting io.sales taxes to
an Indreasing depree to finance their
activities. Az a vesult, toted indirect
taxas have been pushed up relatively
more than corporate sales. This, of
course, hes been one of the influancss
affenting the ralative corporata cost
astroetars,

Cupital consumption ollowances

expand

Capital consumption sllowances have
ezpandad atendily at e rate significantly
faster than the growth of pross prod-
uet, Over the eniire span since 1948,
the share hes nlmost deubled. If the
ontput currently set azide for capital
replacement bas inereassd only in pro-
portion to the growth of the corporate
geongmy, capital comsumption aiflow-

4. Tt ol beor rapesting Lhat io the crompsriamd baing
used the fncreassd depmrkbtion benided 4 peanit Irem the
cHrmdnk Lbenalfred proccdurss Wes Ay bem (peoded.
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ances currently would amount to about
#16) billion. Instead, they totaled $20
billion, st aonual rates in esxly 1962.%
This §124 billion increase in capital
consumption aflowsnces relative to
other costs is tha major element in the
postwar changes in the corporais cost
struninra.

The postswar ¥i24 in the share of capi-
tal ontput elaimed hy depreciation may
Le explained hy reference to three sepa-
rete faetors, Fet, for the period ns
a whole, the growth of capital etocks
exceeded the growih in tha physical
wolume of ontpzt. The immediate
postwar years were characterized by n
deficiency of capital, reflecting the low
oparating rates of the depression; the
concentration of special-purpose de-
fense facilities during the war boom;
and wartime restrictions oun “non-
essential” expenditures. In contrest,
capitnl stocks In recent years have been
adequate for the levels of production
obtaining and mora than adequate in
BONI@ SrEas. ' o

Semd]y, much of the plant and
equipment in operation in the immedi-
ate postwar period had been construcetsd
or purchaaed at the relatively low prices
prevailing in  the inter-war petiod.

Conaequently, depracistion charges.

wera low relative to the prics of current
output and the replacement costz of
eapital goods whish had risen sharply.

The ahnermally low leval of capital
consumption in the early postwar
yeara ig strikingly illustrated by com-
parison with the prewar period. Clapi-
tal eomsumption allowaness accounted
for about 8% percent of corporate gross
product in 1825 and 1939, but amounted
to only 5% percent in 1948 and did not
again reach their prewsar level wntil
abous 1957,

Finally, the Korean War defense
facilities program permitting acceler-
ated amortization on certain facilities
tended do incresse reported deprecia-
tion allowances during the middle and
late fifiies, By 1962, the eflect of this
progrom on reported deprecintion had
becoms negative. The Internal Reve-
nue Act of 1954, on the other hand,
anthorized a speed-up in amortiza-
tion schedwles which hos hnd a con-
timuing effect. I# 23 estimaded that the
net effant of these two programs by
1961 had added sbout $4 billien fo
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gorporate depreciation. The recently-
introduced procedurss will likely add &
similsr amount to depresiation allow-
ances in- a muchshorter Period.

Ths threa curves in the™ chart om
page 25 bring into focus the roda’ of
capital consumption allowances in the
corporate profits experience. The low-
ezt of the three lines depicts changes in
eorporate earnings 88 a percent of
corporate gross product. This is the
pmﬁts measure that has been Imewed
in this article,

“'The center line of the three daﬁcts the
profita share plus the extra depreciation
permitted by the Korear-accelerated
schedule of fax ameoriization and by the
more liberal metheds of. calculating
depreciation provided by the Reveaue
Act of 1984, Ever with the effects of
this apeed-up in the write off of capital
equipment eliminated, profits show a
comparatively steep decline relative 4o
total corporate output. Whereas the
profit share as measuved in secordance
with IBS rules fell one-fourth from
1948 to 1062, it declined almost one-
fifth even with the “exira™ depreciation
added back.,

The top line in the chart shows eor-
porate profits plus tofal capital con-
sumpiion allowaneces. The decline in
thie ggregate over the entire pestwar
Corporaty Toux Lobilites Hove Doubled

Since 1948 Whils Peofite Aftur Te
Hove Risan Drqunuﬂh .
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iod emounnts to- 7 parcent—abont

10 percent if the abnormally high 1951
period is used a3 a base. :
Summtary of corperate cost chariges
The tabulation below summerizes
postwar changes in the corporate cost
structure amd, for perspeciive, shows
comparable distributiops “of charges
peainst corpoxate gross praduct in 1828

and 19390. '
Perceat Dhsteibution of Charees Agaimst
. Corporate Groge Produgy,
R | HE [ I | D
CoamHoeabd EroeE pricdmet. .. |T000D e 0 (1600 | 100
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Comperison of the 1943 and 1962
distributions show that ower the post-
war years, capital consumption alkow-
ances and indirect business taves have
risen faster than corporate output;
smployee compensstion has inecreased
at the same rate s= outpiti; and cor-
porata profite, as 2 residyal incorna
share, have borne the brunt of thess
changes in the sorporats eost strusture.

If & longer view is taken, much the
same picture obiaing but the changes
are more moderats and some further
hifts ameonp income shores are evident.
Comparison of 1429 and 1962 indicates
only & moderate rise in capital con-
sumption relative %0 output—a rice
that can be accounted for fully hy the
"extra® depreciation authorized by the
postwrar changes in laws and regulations
regarding depreciation.

The long-termn comparizon alza but-
iresses the wiew noted esrlier that

SURVEY: OF CURRENT BUSINESS

un.tpﬁmte: depreciation” in 1848 - was

“shnormally” 'low. The other major

difference between the short- and loog-
oo views iz that bBetween 1939 and
1948 there was n shift from interest
te profits in the distribution of returns
to capital ' as ‘corporitions wused rela-
Hvely Jess botrowed capital.

Compuarison of the position of cor-

porate profits relative to coxporate

outpot in tha several years shown in.

the tabulation mdicates that s portion
of the decline in the profite share sinee
World War II represents a basic re-
duction in capital's share, while a
portion seems ¢ Tepresent a return
{rom sa unusually high profit= position
in 1948 and 1951,

Finally, in evaluatipg the velative
position of corporate profits in the in-
vome distribution, an additional fact

should be considered. The wse in this’

review of selected periodz of high
economis activity was designed to
minimize the effect on profits of shanges
in the business eyele.. Nonethaless, it
should be noted agein that since the
midfifties tha Nation's aconomy has been
operating well below * capacity aven
at the top of the eXpansiva phasa of tha
eycle. ‘This excess capacity, sloog with
intengified compatition, . has  un-
doubtedly besn a prime factor in the
profit Iag. That is, unused capncity
in an indusiry contributes in fall
mensure 0 overhead costa but adds
nothing to revenues, thereby depressing
net earmings. Suclhh measures as are
available indicate strongly that over
the recent period there has been com-
piderable slack in the rate at which
industrisl capacity .has besn utilized.
An incrense in this tate would most
certainly incrense corporate earninge

through the joint action of a rise in-
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profit marrios and & preater volume of
revenus.
Disposition of Corporate Cash
Flow :
thibh of interest to note the disp: 'tl:Etl-n
t orete management collectivel ¥
has ¢.of - the cash flow which is
defindéd as boak’ tz= after taxes
us depreciation as,  Also, cosh
ow mcludes profits after taxes re-
esived by 1.5, corporations from their
fmﬁn branches and investments, -
ter-tax profits exclusive of inven-
lﬁ gaine and losses, Toge from H20%
billion in 1948 to $26 billion in 1962.
Thiz increass of u little nore than cne-
fourth mmlfiiraa‘qith a doubling of eor-
gumte tax linbiities over this period—
§12) hillion to $24% billion.

Tha sharp risa in tax liahilities i
lnﬁly the product of tax-law changes
in the late 1940': and aarly 1950' when
the effective tax rate roge from shont
3811151‘1:.&111; to 52 percent. From ES48°
to 1951, pre-tax profita ross a littls lass
than $6 billion, whiie tax liabilities were
up more than $8 billion, leaving the

ter-tax figrs down §23% billion,

. Compared with 1951, however, tax
linbilities bave risen $4 billion and after-
]t;aﬂ}]:l pruliliagelimve movad thI:aP mlg 13
illien owing to the elimination
of the kmang War exoess te tax in
1954, The eourse of tax Hahilities and
of profits after tax are shown in the
chart on page 26. e

Profits afier tax plus depréciation
charges (sorporaie cash flow) rose from
%27 bilBon in 1048, to $52% billion sur-
rently. Of thiz total, between ane-third
andl one-fourth has been disbursed {o
stocltholders in the form of dividends
while tha remainder has constituted a
furd for mfhcemeht and expansion of
capital, and other corporate needs.

ividend disbursementz have risen
111 percent from 1945 to 1962, a 1ise
that matehes the growih of total cor-
porate output asod compensadion of
employees and exe the relative

o of esrnings. Maintenanes of
gﬁdand_ ayments af 4 rate commen-
surate with overnll , hes resnlted
in & smaller growth int the residusl lelt
for yeplacement and expansion.

Alggaugh depreciation in the first half
of 1962 is four timea the 1943 volume,
undistributed profits have actually de-
elined—from $12 billion in 1948, to $10
billien so far in 1962. Together, undis-
tribmted profite and depreciation heve
rizen 90 pereent. There has bean hittle:
additional resort to extarnal financing,
and capital formotion hag declined as &
R}'ﬂpurtmn of gross national product.

onatheless, sa indicated above, the
Nation's caﬂ;n.l stocls hove inereased
more than the physical voluma of
outpub over the period.
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- (Continated from p.78) 4
amployees costing ahout $% billion? for
the threa quariers of the current fiacal
yoar it iz in effect.
- Federal expenditurea other than ler
ﬁmds snd gervices nre elated to rise
¥ slmost 83 billion, with transfar Ezi
In:mni;s o ;lﬁd.wid&.m:]rs uptEIEJbﬁ‘ .
argely unchanged from the Fanvary
estimate. . Higher unemployment com-
engntion payments, in line with the
ower ier estimated risa in
economie activity, were offlzet by the
reducticns from estimated biadget ex-
penditures made by the non-p @
of fhmeii legiclation, such as ihe
youth employment opportunities pro-
gram, Feoderal aid tu.gnta and local
vernmentz would rise because of
vigher hizhway construction and pub-
fic assiztance outluys. The eoffects of
tke accelerated public works program
will probably be cnly small i this coi-
agory of Federnl spending. .
Interest charges are projected shout
$% billion higher than in the pasi fiscel
yaar, partly herause of the incrasee in
the national debt and becausse

of a hi AT rote of mntereat to
be peid. Finally, the “subsidics less
enrrent surplus of government enter-
prises’’ ramain a4 shout

tha onrrent [evel of $4% billlion, annopal
rate, rather than decline by $% biltion
as estimated in January., The ﬁpoat-al
Tata incresses are to hecome effective
in January 1065 rother than in July
1982. sz anticipated. in the . January.
g than proBosed so taas the postal
than propoacd 8o L tae pos

d cit_'nlparbhanﬁmt estimated,
In addition, the non-passnge of ceriein
parts of the President’s farm

osals i= to increaze the

cit of the Commodity Credit
Corporation.

{Continued from p. 7}

the firet year of the current. axpansion
continned the rise begun in the secon
uarter, By virture of the ﬁg‘ams of the
two quarters, busginess fixed invesi-
mant, after wllowance for price incrgases
is cwrenily well above 196{s peak gquar-
ter and about back to the postwar peal
reached early in 1957. Az a perceniags
of GNP, however, outlays for plant and
equipment. are Bl somewhat lower
than in 1958-57.

Residentinl corslruction .
" There was a further sharp Tise in
residential construction activity for

1. Thin axclodo: tha et 0l the pey ralss for Fogt (b
eployesd wrhieh {3 jnolodéd ia the *mobdidisa lzm curment
worplus oi govEroment et priss” oalagocy discuened e,
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the- quaiter, bringing: the soumulative.

rise sinca the 1861 first quarter low to
over 2§ percent. After allowance for
price chanpes, the third guarter rate
about mntched that of the second
quarter of 1089, the previous high
in residential econstraction adtivity.
Housing starts during the quarter were
off somewhat from the spring pigmk,
bat the behavior of this serieg has been
highly erratic in recent ‘quariers.
Lower inventory accumuiation
Buesinessmen sharply  reduced their
rate of inventory accumuletion for the
second suceessive . quarter, following
three qunrters of eyelical rescovery in
1961, and & moderate d of ging
o stoel strike in the first quarter
thisyear. Additions to stocks during
the guarkter in terms of annual rates
amounted to only 31 billion as againat
$4 billion in the second and nagfl 87
billion in the opeming quarter of the

In countrest to the second quarter
decline, which reflected principally o
reaction from the first quarter buildup
in the durable goods lines, third quarter
additions to stocks were lower in most
areas of produetion and distribution,

‘was gome ligquidation of
stocls among distributors of nonduzrable
poods. Antomobile deslers wers &
notable exception, accouuting for most
of the third quarier ﬁiﬂ, as stocks
were built up to mest the reguirement
for 1963 model cars.

{Continued from p. 18)
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